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IntroductionIntroduction

Preparing for a certification exam can feel overwhelming, but with the right tools, it becomes
an opportunity to build confidence, sharpen your skills, and move one step closer to your
goals. At Examzify, we believe that effective exam preparation isn’t just about
memorization, it’s about understanding the material, identifying knowledge gaps, and
building the test-taking strategies that lead to success.

This guide was designed to help you do exactly that.

Whether you’re preparing for a licensing exam, professional certification, or entry-level
qualification, this book offers structured practice to reinforce key concepts. You’ll find a
wide range of multiple-choice questions, each followed by clear explanations to help you
understand not just the right answer, but why it’s correct.

The content in this guide is based on real-world exam objectives and aligned with the types
of questions and topics commonly found on official tests. It’s ideal for learners who want to:

• Practice answering questions under realistic conditions,
• Improve accuracy and speed,
• Review explanations to strengthen weak areas, and
• Approach the exam with greater confidence.

We recommend using this book not as a stand-alone study tool, but alongside other
resources like flashcards, textbooks, or hands-on training. For best results, we recommend
working through each question, reflecting on the explanation provided, and revisiting the
topics that challenge you most.

Remember: successful test preparation isn’t about getting every question right the first
time, it’s about learning from your mistakes and improving over time. Stay focused, trust the
process, and know that every page you turn brings you closer to success.

Let’s begin.

Sample study guide, visit https://aipbdepreciation.examzify.com
for the full version with hundreds of practice questions 3

SAMPLE



How to Use This GuideHow to Use This Guide

This guide is designed to help you study more effectively and approach your exam with
confidence. Whether you're reviewing for the first time or doing a final refresh, here’s how to
get the most out of your Examzify study guide:

1. Start with a Diagnostic Review

Skim through the questions to get a sense of what you know and what you need to focus on.
Your goal is to identify knowledge gaps early.

2. Study in Short, Focused Sessions

Break your study time into manageable blocks (e.g. 30 – 45 minutes). Review a handful of
questions, reflect on the explanations.

3. Learn from the Explanations

After answering a question, always read the explanation, even if you got it right. It reinforces
key points, corrects misunderstandings, and teaches subtle distinctions between similar
answers.

4. Track Your Progress

Use bookmarks or notes (if reading digitally) to mark difficult questions. Revisit these
regularly and track improvements over time.

5. Simulate the Real Exam

Once you're comfortable, try taking a full set of questions without pausing. Set a timer and
simulate test-day conditions to build confidence and time management skills.

6. Repeat and Review

Don’t just study once, repetition builds retention. Re-attempt questions after a few days and
revisit explanations to reinforce learning. Pair this guide with other Examzify tools like
flashcards, and digital practice tests to strengthen your preparation across formats.

There’s no single right way to study, but consistent, thoughtful effort always wins. Use this
guide flexibly, adapt the tips above to fit your pace and learning style. You've got this!
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Questions
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1. When is it appropriate to change depreciation methods?
A. When a company wants to increase profits
B. When it is required by tax regulations
C. When the new method better reflects the asset's usage or as required by

standards
D. Whenever a new financial year begins

2. What calculation method is used in the straight-line depreciation method?
A. Original cost - residual / estimated life
B. Original cost + accumulated depreciation / estimated life
C. Residual - original cost / years of useful life
D. (Original cost - residual) / years of estimated life

3. How does depreciation affect key financial ratios in ratio analysis?
A. It only affects current liabilities
B. It has no impact on financial ratios
C. It influences net income and asset values
D. It assists in calculating inventory turnover

4. Which statement about depreciation is accurate?
A. Depreciation is optional under tax laws
B. Depreciation impacts cash flow directly
C. Depreciation is a non-cash expense that reduces taxable income
D. Depreciation increases asset value over time

5. What is the formula to determine the denominator for the SYD method?
A. The sum of the useful life years
B. 5 x (5 + 1) / 2
C. Sum of the useful life years divided by two
D. Just the highest year of the asset's life
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6. What condition applies to the 50% reduction in MACRS for machinery and
equipment?
A. Only applies to used machinery in the first year
B. Applies to all machinery regardless of purchase year
C. Only applies to new machinery in the first year
D. Applies only to residential machinery

7. How is the Straight-Line Method computed?
A. By multiplying the residual value by the asset's age
B. By dividing the depreciable base by the estimated life
C. By taking the total depreciation over the asset's life
D. By adding acquisition cost and depreciation expense

8. Which of the following best describes a benefit of using depreciation?
A. It completely eliminates tax obligations
B. It allows businesses to recover their asset costs over time
C. It increases the market value of the assets
D. It simplifies the accounting process

9. What is the correct journal entry to record the purchase of a machine?
A. Debit Cash, Credit Asset-Machine
B. Debit Depreciation Expense, Credit Cash
C. Debit Asset-Machine, Credit Cash
D. Debit Equipment, Credit Cash

10. What is the main purpose of depreciation?
A. To maximize asset value on the balance sheet
B. To match the expense of using an asset with the revenue it generates over

time
C. To improve the company’s cash flow
D. To increase the corporate tax burden
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Answers

Sample study guide, visit https://aipbdepreciation.examzify.com
for the full version with hundreds of practice questions 8

SAMPLE



1. C
2. D
3. C
4. C
5. B
6. C
7. B
8. B
9. C
10. B
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Explanations
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1. When is it appropriate to change depreciation methods?
A. When a company wants to increase profits
B. When it is required by tax regulations
C. When the new method better reflects the asset's usage or as required by

standards
D. Whenever a new financial year begins

Changing depreciation methods is appropriate when the new method better reflects the asset's usage or is
required by accounting standards. Depreciation is meant to allocate the cost of an asset over its useful life in a
way that accurately represents the asset's actual wear and tear or usage. For example, if a company finds that
an asset is being utilized more intensively than anticipated, switching to a method that mirrors this usage might
provide a more accurate financial picture.  Additionally, accounting standards may require a change in method if
the original method no longer adheres to generally accepted accounting principles or if a more relevant approach
emerges. Changes must be justified and documented to ensure they are in compliance and that stakeholders
understand the reasoning behind them.  The other circumstances listed do not typically warrant a change in
depreciation method. A desire to increase profits or tax regulations do not align with the fundamental purpose of
depreciation, which is to reflect asset usage consistently over time. Similarly, arbitrarily changing methods at the
beginning of a new financial year lacks a basis in operational or financial reality.

2. What calculation method is used in the straight-line depreciation method?
A. Original cost - residual / estimated life
B. Original cost + accumulated depreciation / estimated life
C. Residual - original cost / years of useful life
D. (Original cost - residual) / years of estimated life

The straight-line depreciation method calculates depreciation by spreading the cost of an asset evenly over its
useful life. This is achieved using the formula that subtracts the residual value (also known as salvage value)
from the original cost, and then dividing that result by the estimated useful life of the asset.  The formula
essentially determines how much value the asset will lose each year during its life, accounting for the amount it
should have left when it is no longer in use (the residual value). By dividing the depreciable amount (original cost
minus residual value) by the estimated useful life, you arrive at a consistent annual depreciation expense, which
is why this method is favored for its simplicity and predictability in financial reporting.  Using this approach,
businesses can better estimate expenses tied to asset usage, leading to a more accurate representation of
profitability over time. This method is straightforward and aligns well with financial accounting principles, which
seek to match expenses with the revenue they help generate within the same period.
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3. How does depreciation affect key financial ratios in ratio analysis?
A. It only affects current liabilities
B. It has no impact on financial ratios
C. It influences net income and asset values
D. It assists in calculating inventory turnover

Depreciation plays a significant role in financial reporting and directly impacts key financial ratios, particularly
net income and asset values. By systematically allocating the cost of tangible assets over their useful lives,
depreciation reduces the taxable income reported on the income statement, thereby affecting net income. A
lower net income results from recognizing depreciation expense, which can influence profitability ratios such as
return on assets (ROA) and profit margins.  Additionally, depreciation reduces the book value of fixed assets on
the balance sheet over time. This decline in asset values affects leverage ratios and asset turnover ratios, as the
total assets used to calculate these ratios decrease because of accumulated depreciation.   In contrast,
depreciation does not directly relate to current liabilities nor assists in calculating inventory turnover. Its impacts
are more pronounced on income measurement and asset valuation, making it a critical factor in ratio analysis.
Understanding how depreciation interacts with financial ratios helps stakeholders gauge a company's
operational efficiency and financial health more accurately.

4. Which statement about depreciation is accurate?
A. Depreciation is optional under tax laws
B. Depreciation impacts cash flow directly
C. Depreciation is a non-cash expense that reduces taxable income
D. Depreciation increases asset value over time

The statement that depreciation is a non-cash expense that reduces taxable income is accurate because
depreciation represents the allocation of the cost of a tangible asset over its useful life. While it does not involve
any cash outflow during the accounting period when recorded, it serves to reduce the reported net income on the
financial statements. Since taxable income is derived from net income, applying depreciation lowers taxable
income, which in turn decreases the amount of taxes owed. This accounting practice allows businesses to better
match their expenses with the revenues generated from the use of those assets over time, reflecting a more
accurate financial position.   While depreciation is important for financial reporting and tax purposes, it does not
directly impact cash flow because it is a non-cash expense, which means it doesn't change the cash balance
during the period it is recorded. Similarly, depreciation does not increase the asset's value; in fact, it reduces the
book value of the asset as it is expensed over time. Additionally, depreciation is not optional under tax laws;
rather, it is a required practice for most businesses to account for the decrease in value of their fixed assets.
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5. What is the formula to determine the denominator for the SYD method?
A. The sum of the useful life years
B. 5 x (5 + 1) / 2
C. Sum of the useful life years divided by two
D. Just the highest year of the asset's life

The correct approach to determine the denominator for the Sum-of-the-Years-Digits (SYD) method involves
calculating the total of the years of the asset's useful life. The formula for this is derived from the sum of an
arithmetic series, where the useful life is represented by the number of years each year is summed.  The SYD
method uses the formula \( n(n + 1)/2 \), where \( n \) corresponds to the total number of years the asset is
expected to provide economic benefits. This formula captures the idea that the last year of an asset's life holds a
significantly lower weight in terms of depreciation than the earlier years of its life, reflecting how assets
generally lose value more quickly in the initial years.   Therefore, using the formula \( 5 \times (5 + 1) / 2 \)
accurately calculates the denominator for an asset with a useful life of five years. This provides the total sum of
the digits from 1 to 5, which is 15. Each year of the asset's life contributes to this total, allowing for proportional
depreciation calculations over the asset's lifespan.  The other choices do not accurately reflect how to calculate
the total for the denominator in the SYD method. For instance

6. What condition applies to the 50% reduction in MACRS for machinery and
equipment?
A. Only applies to used machinery in the first year
B. Applies to all machinery regardless of purchase year
C. Only applies to new machinery in the first year
D. Applies only to residential machinery

The 50% reduction in MACRS (Modified Accelerated Cost Recovery System) depreciation for machinery and
equipment specifically applies to new machinery placed in service during the first year. This provision allows
businesses to accelerate their depreciation deductions, reflecting a substantial benefit for new capital
investments made in their first operational year.   This approach is designed to incentivize businesses to invest
in new equipment, providing immediate tax benefits and stimulating economic growth. By allowing for a larger
deduction in the first year, businesses can recover a more significant portion of their investment sooner, which
can improve cash flow and promote further investment.  In contrast, used machinery does not qualify for this
accelerated benefit under the 50% reduction rule, nor does this provision apply to residential machinery, which is
subject to a different set of depreciation rules. Hence, the focus on new machinery in the first year is crucial for
understanding this aspect of MACRS rules.

7. How is the Straight-Line Method computed?
A. By multiplying the residual value by the asset's age
B. By dividing the depreciable base by the estimated life
C. By taking the total depreciation over the asset's life
D. By adding acquisition cost and depreciation expense

The Straight-Line Method of depreciation is computed by dividing the depreciable base by the estimated life of
the asset. The depreciable base is calculated by subtracting the residual (or salvage) value of the asset from its
acquisition cost. This method allows for an equal amount of depreciation expense to be recorded each year over
the asset's useful life, making it one of the simplest and most commonly used methods of depreciation.  For
example, if an asset costs $10,000 and has a residual value of $1,000 with an estimated useful life of 5 years,
the depreciable base would be $9,000 ($10,000 - $1,000). Dividing this amount by the estimated life of 5 years
gives an annual depreciation expense of $1,800. This consistency and ease of calculation make the
Straight-Line Method a preferred choice for many businesses when accounting for depreciation.
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8. Which of the following best describes a benefit of using depreciation?
A. It completely eliminates tax obligations
B. It allows businesses to recover their asset costs over time
C. It increases the market value of the assets
D. It simplifies the accounting process

Using depreciation provides a significant benefit by allowing businesses to recover the costs of their assets over
time. This concept is rooted in the matching principle of accounting, which states that expenses should be
matched with the revenues they help to generate.   When a business purchases a long-term asset, such as
equipment or a vehicle, it won't immediately reflect the entire cost of that asset as an expense on the income
statement. Instead, through depreciation, the asset's cost is spread out over its useful life, representing the
value that has been consumed over time. This steady allocation helps businesses accurately reflect their
financial position and performance, as expenses are recognized gradually in correlation with the revenue those
assets help produce.   Additionally, this process also provides tax benefits. Depreciation is considered a
non-cash expense, reducing taxable income and, consequently, the taxes owed in the short term, which can
improve cash flow. Thus, the principal benefit identified is central to effective financial management and
planning for any business.

9. What is the correct journal entry to record the purchase of a machine?
A. Debit Cash, Credit Asset-Machine
B. Debit Depreciation Expense, Credit Cash
C. Debit Asset-Machine, Credit Cash
D. Debit Equipment, Credit Cash

To record the purchase of a machine, the correct journal entry involves recognizing the asset (the machine) and
how it was financed (in this case, through cash). When the machine is purchased, the asset account for the
machine is debited to reflect the increase in assets on the balance sheet. This entry signifies that the company
now owns the machine and has added its value to the asset side of the accounting equation.  At the same time,
cash is credited to indicate a decrease in cash resources, as the company has spent money to acquire the
machine. This dual-entry approach maintains the balance in the accounting equation (Assets = Liabilities +
Equity), ensuring that the acquisition is accurately reflected in the company’s financial records.  Other options do
not accurately represent the proper accounting for this transaction. For instance, the crediting of an expense
account or incorrectly reflecting cash movements does not accurately depict the nature of the transaction.
Therefore, the choice that correctly sets out the purchase of the machine through a debit to the asset account
and a credit to cash is the right approach for this situation.
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10. What is the main purpose of depreciation?
A. To maximize asset value on the balance sheet
B. To match the expense of using an asset with the revenue it generates over

time
C. To improve the company’s cash flow
D. To increase the corporate tax burden

The main purpose of depreciation is to match the expense of using an asset with the revenue it generates over
time. This concept is rooted in the accrual accounting principle, which aims to record expenses in the same
period as the revenues they help generate. By allocating a portion of the asset's cost as an expense each
accounting period, businesses can accurately reflect the asset's consumption and provide a clearer picture of
their financial performance.  This matching principle is important as it ensures that financial statements present
an accurate view of income and expenses. When an asset is used to generate revenue, recording depreciation
helps in recognizing the cost associated with that revenue during the same period. This practice not only
adheres to accounting standards but also allows stakeholders to make better-informed decisions based on the
company's financial health.   In this context, other options do not align with the primary purpose of depreciation.
Maximizing asset value does not reflect the reality of asset usage; improving cash flow is more related to
management of assets and liabilities rather than the accounting treatment of expenses; and increasing
corporate tax burden contradicts the purpose of depreciation, which often serves to reduce taxable income by
recognizing depreciation as an expense.
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Next StepsNext Steps

Congratulations on reaching the final section of this guide. You've taken a meaningful step
toward passing your certification exam and advancing your career.

As you continue preparing, remember that consistent practice, review, and self-reflection
are key to success. Make time to revisit difficult topics, simulate exam conditions, and track
your progress along the way.

If you need help, have suggestions, or want to share feedback, we’d love to hear from you.
Reach out to our team at hello@examzify.com.

Or visit your dedicated course page for more study tools and resources:

https://aipbdepreciation.examzify.com

We wish you the very best on your exam journey. You've got this!
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